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shall continue only so long as the con-
tract of insurance shall remain in ef-
fect. 

(b) The mortgage shall provide for 
such equal monthly payments by the 
mortgagor to the mortgagee as will 
amortize the ground rents, if any, and 
the estimated amount of all taxes, 
water charges, special assessments, and 
fire and other hazard insurance pre-
miums, within a period ending one 
month prior to the dates on which the 
same become delinquent. The mortgage 
shall further provide that such pay-
ments shall be held by the mortgagee, 
for the purpose of paying such items 
before they become delinquent. The 
mortgage shall also make provision for 
adjustments in case such estimated 
amounts shall prove to be more, or 
less, than the actual amounts so paid 
therefore by the mortgagor. Notwith-
standing the foregoing, in particular 
circumstances, a mortgagor may pur-
chase required fire and hazard insur-
ance through a consortium of affiliated 
institutions or related organizations 
or, in the case of public institutions, 
through required state purchasing ar-
rangements. In such circumstances, 
the mortgage accrual requirement may 
be modified to reflect circumstances in 
which it is inappropriate for the mort-
gagee to collect monthly payments and 
to make payments on behalf of the 
mortgagor. 

§ 242.32 Covenant against liens. 

The mortgage shall contain a cov-
enant against the creation by the 
mortgagor of any liens against the 
property, except for such liens as may 
be approved by HUD. 

§ 242.33 Covenant for malpractice, fire, 
and other hazard insurance. 

The mortgage shall contain a cov-
enant binding the mortgagor to main-
tain adequate liability, fire, and ex-
tended coverage insurance on the prop-
erty. The mortgage shall also contain a 
covenant binding the mortgagor to 
maintain adequate malpractice cov-
erage. All coverage shall be acceptable 
to the mortgagee and HUD. 

§ 242.35 Mortgage lien certifications. 
At initial and/or final endorsement of 

the mortgage note, each of the fol-
lowing requirements must be met: 

(a) The mortgage is the first lien 
upon and covers all of the property 
used in the operation of the entire hos-
pital; 

(b) The property upon which the im-
provements have been made or con-
structed and the equipment financed 
with mortgage proceeds are free and 
clear of all liens other than the insured 
mortgage and such other secondary 
liens as may be approved by HUD; 

(c) The Security Agreement and Uni-
form Commercial Code filings establish 
a first lien on the personalty of the 
mortgagor, including but not limited 
to equipment acquired with mortgage 
proceeds or otherwise not subject to a 
prior lien; 

(d) The mortgagor has notified HUD 
in writing of all unpaid obligations in 
connection with the mortgage trans-
action, the purchase of the mortgaged 
property, the construction or rehabili-
tation of the project, or the purchase of 
the equipment financed with mortgage 
proceeds. 

§ 242.37 Mortgage prepayment. 
(a) Prepayment privilege. Except as 

provided in paragraph (c) of this sec-
tion or otherwise established by HUD, 
the mortgage shall contain a provision 
permitting the mortgagor to prepay 
the mortgage in whole or in part upon 
any interest payment date, after giving 
the mortgagee a 30-day notice in writ-
ing in advance of its intention to so 
prepay. The 30-day notice may be ex-
tended with the prior written approval 
of HUD. 

(b) Prepayment charge. The mortgage 
may contain a provision for such 
charge, in the event of prepayment of 
principal, as may be agreed upon be-
tween the mortgagor and the mort-
gagee, subject to the following: 

(1) The mortgagor shall be permitted 
to prepay up to 15 percent of the origi-
nal principal amount of the mortgage 
in any one calendar year without any 
such charge. 

(2) Any reduction in the original 
principal amount of the mortgage re-
sulting from the certification of cost, 
which HUD may require, shall not be 
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